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On Nov. 30, 1996, Ecuadoran President Abdala Bucaram released his long-awaited economic plan.
Since its publication, the plan has met increasing criticism from opposition parties, labor groups,
and civic organizations, who say it will have disastrous effects on the poor. On the other hand, the
economic plan was well-received by much of the business community and by international lenders
such as the International Monetary Fund (IMF) and the World Bank.
The backbone of the economic plan is the system of convertibility, which pegs the local currency,
the sucre, to the US dollar by backing it with hard-currency reserves. According to the plan, the
sucre will be gradually revalued. By June 30, the government will knock three zeroes off the current
exchange rate of 3,600 sucres per US$1.00 and will set the local currency at a fixed rate of 4 sucres per
US$1.00. The plan is scheduled to become fully operational in July 1997.
Bucaram said the convertibility plan is "the only alternative" to improve the economic situation
and will be the foundation of his economic policies during his term in office, which ends in August
2000. However, before the convertibility plan can be implemented, Congress must pass a series
of economic- adjustment measures, including "labor flexibility" laws and increased taxes. The tax
hikes proposed by Bucaram include a 300% increase in the cigarette tax, a 240% jump in taxes on
hard liquor, and an 80% hike in taxes on beer and mineral water. The plan would also authorize the
resumption of a special tax on all automobiles equal to 2% of their commercial value. The motorvehicle tax was first imposed by former president Sixto Duran Ballen during the undeclared border
war with Peru in early 1995.
In addition, the government wants to extend the value- added tax (impuesto al valor agregado, IVA)
to agricultural produce, which is currently untaxed, and significantly increase electricity, domestic
gas, and telephone rates. The administration plans a series of privatizations, including the stateowned oil firm Petroecuador, the National Electricity Institute, and several services provided by the
Ecuadoran Social Security Institute. The government is already working on plans to sell 35% of the
telecommunications company Emetel to private investors.
Bucaram's economic policies have been shaped by Argentina's former economy minister, Domingo
Cavallo, who Bucaram hired as economic advisor following his election. The plan that Cavallo
designed in Argentina in 1991, during the first administration of President Carlos Saul Menem,
had positive results on inflation, reducing it from almost 5,000% in 1989 to 1.6% by the end of 1995.
However, critics also blame the plan for Argentina's prolonged recession and high unemployment,
which reached 18% last year.
Argentine economist Arnaldo Bocco, who attended a seminar in Quito to examine the new economic
proposals, said Ecuadorans should not expect the government's plan to solve their economic
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problems. He said the Argentine experience demonstrates that populist governments "spend
everything they collect through tax increases and privatizations, and, what is more, they incur
more debt to spend even more." Bocco acknowledged that Cavallo's policies drastically reduced
inflation in Argentina but said it came at the cost of the most serious recession in the country's
history, staggering unemployment, increased poverty, and an increased concentration of wealth
among a small segment of the population at the top of the economic ladder. Bocco said only four of
the 200 countries and territories in the world use a system of convertibility. "They are Lithuania and
Estonia, which are beginning to be countries; Hong Kong, which does not know if it is a country; and
Argentina, which was a country and now is a subsidiary of globalization," said Bocco.
The Ecuadoran government, however, dismissed concerns about the effects of the plan.
"Convertibility, like any other plan, has risks if it is badly managed," said Augusto de la Torre, head
of the Central Bank in Ecuador. "What is essential is to reduce fiscal expenditures and increase
income with a more solid tax policy than we have now, which allows widespread tax evasion."
Among other defenders of the economic plan was Joys de Ginatta, president of the Guayaquil Small
Business Chamber, who said the proposals draw up a clear strategy for small firms, including tax
breaks on reinvestment.
In addition, government economic officials who went to Washington, DC, to present the plan to
international lenders said it was enthusiastically received. However, even before the plan was
officially announced, widespread criticism and protests began. An editorial in Ecuador's leading
newspaper Hoy questioned how given this administration's reputation of acting in a flagrantly
authoritarian manner (see NotiSur, 11/15/96) the government can implement a plan that requires
rigid fiscal discipline and absolute independence from political maneuvering when managing
public finances. Quito business leader Gustavo Pinto warned that the convertibility plan could bring
the country to collapse. He said it was "dangerous for the country and firms that will face strong
competition from imports."
Economic analyst Oswaldo Davila said that 90% of the population would be adversely affected
by Bucaram's plan, adding that "the middle class will become poor, and the poor will become
destitute." "We are against the economic plan, not because the plan as such is good or bad, but
because of the person who will be executing it," said Rafael Cuesta, deputy for the Partido Social
Cristiano (PSC), which has the largest bloc in the unicameral legislature. "Bucaram does not
generate confidence or credibility, nor does this administration have the discipline required by a
program as rigid as that of convertibility." The PSC and the center-left parties said they would vote
against the administration's economic proposals, which, in turn, brought threats from Bucaram to
call a public referendum.
On Jan. 7, opposition leaders in the legislature agreed to unite to block passage of laws that
"jeopardize the national economy." The meeting included representatives of the PSC, Democracia
Popular (DP), Izquierda Democratica (ID), the Movimiento Popular Democratico (MPD), and
the Movimiento Nuevo Pais. While the opposition became more organized and stronger in its
determination to block Bucaram's economic plan, the administration repeated its threats to resort
to a referendum. Bucaram said he will call a "popular consultation to decide the future of the
nation" next April, that could include a proposal to shut down Congress. Opposition parties seemed
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prepared to accept Bucaram's threat, with some leaders saying a vote would show how unhappy the
public is with the government and its policies. Meanwhile, on Jan. 8, protests about the economic
measures continued on the streets of Quito and several other cities, and organizers threatened a
general strike. Alberto Luna, bishop of Cuenca, justified the protests saying, "Ecuadorans are tired
of waiting for politicians to fulfill the promises they made before being elected. They are tired of
being deceived."
A leader of the labor organization Frente Unitario de Trabajadores (FUT) said the unions are
considering a general strike throughout the country in response to the latest price increases in
public utilities and fuel. Bucaram admitted that the 340% increase in the price of gas for household
use is "a blow to the people," but he blamed the legislature for the increase. "Congress has refused
to pass laws that would increase resources for the state, instead implementing measures that
affect the poorest," said Bucaram. He said he would grant a special payment at the end of the
year for families with limited resources, "to minimize the social impact." (Sources: United Press
International, 11/29/96; 12/02/96; Expreso (Ecuador), 12/02/96; Inter Press Service, 11/26/96, 11/29/96,
12/03/96, 12/06/96; Spanish news service EFE, 01/07/96, 01/08/97; Hoy (Ecuador), 12/02/96, 01/06/96,
01/09/96]
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